REDEVELOPMENT AGENCY OF THE
COUNTY OF SAN BERNARDINO

Basic Financial Statements and
Independent Auditors’ Report

For the Year Ended
June 30, 2007



Redevelopment Agency of the
County of San Bernardino
Basic Financial Statements

Table of Contents

Independent Auditor’s Report

Government-wide Financial Statements
Statement of Net Assets
Statement of Activities

Fund Financial Statements

Balance Sheet- Governmental Funds

Reconciliation of the Balance Sheet of Governmental Funds to the
Statement of Net Assets :

Statement of Revenues, Expenditures, and Changes in Fund Balances -
Governmental Funds

Reconciliation of the Statement of Revenues, Expenditures, and Changes in

Fund Balances of Governmental Funds to the Statement of Activities
Notes to Financial Statements

Supplementary Information
Required Supplementary Information
Budgetary Comparison Schedules
San Sevaine Project Fund
Low-Mod Housing Fund
Cedar Glen Project Fund

Other Supplementary Information
Combining and Individual Fund Financial Statements
Major Governmental Funds
Schedule of Revenues, Expenditures, and Changes in Fund Balance -
Budget and Actual
RDA Capital Projects Fund
RDA Housing Fund
2000 Series A Bond Fund
Nonmajor Governmental Funds
Combining Balance Sheet

Combining Statement of Revenues, Expenditures, and Changes in Fund
Balances

Auditors’ Other Report Section

Report on Internal Control over Financial Reporting and on Compliance and
Other Matters Based on an Audit of Financial Statements Performed in
Accordance with Government Auditing Standards

PAGE

1-2

10
11-22

23
24
25

26

27

28
29 - 30

31-32

33-34



Gilliile

RoGERs, ANDERSON, MaLODY & Scotr, LLP
CERTIFIED PUBLIC ACCOUNTANTS

JAY M. ZERCHER, C.P A
ACBERTE, MEMORY,C.P A,
PHILLIPH. WALLER,CP A
BRENDAL ODLE,C.PA.
TERRY P.SHEA, C.PA,

KIRK A, FRANKS, C.P A,
MATTHEW B. WILSON, C.P A

LEENA SHANBHAG,

NANCY O'RAFFERTY,
SCOTT W, MANND,

BRAD A. WELESIR,

LYNN W, JENKINS, C,
MARION M. HABERKORN, C.

To the Governing Board
Redevelopment Agency of the County of San Bernardino

Independent Auditor’s Report

We have audited the accompanying financial statements of the governmental activities, each
major fund and the aggregate remaining fund information of the Redevelopment Agency of the
County of San Bernardino (the Agency), a component unit of the County of San Bernardino, as
of and for the year ended June 30, 2007, which coliectively comprise the Agency's basic
financial statements as listed in the table of contents. These financial statements are the

responsibility of the Agency’s management. Our responsibility is to express opinions on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States and the State
Controller's “Minimum Requirements for California Redevelopment Agencies.” Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, each major fund and the
aggregate remaining fund information of the Redevelopment Agency of the County of San
Bernardino, as of June 30, 2007, and the respective changes in financial position, thereof for
the year then ended, in conformity with accounting principles generally accepted in the United
States of America, as well as accounting systems prescribed by the State Controller's Office
and state regulations governing Redevelopment Agencies.
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In accordance with Government Auditing Standards, we have also issued our report dated
October 18, 2007 on our consideration of the Redevelopment Agency of the County of San
Bernardino’s internal control over financial reporting and on our tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an

audit performed in accordance with Government Auditing Standards and should be considered
in assessing the results of our audit.

The Agency has not presented Management's Discussion and Analysis that the Governmental
Accounting Standards Board has determined is necessary to supplement, although not required
to be a part of the financial statements.

The budgetary comparison information as listed in the table of contents is not a required part of
the basic financial statements but is supplementary information required by accounting
principles generally accepted in the United States of America. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of

measurement and presentation of the required supplementary information. However, we did not
audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Agency's basic financial statements. The other supplementary
information listed in the table of contents is presented for purposes of additional analysis and is
not a required part of the basic financial statements. Such information has been subjected fo
the auditing procedures applied in the audit of the basic financial statements and, in our

opinion, is fairly stated in all material respects, in relation to the basic financial statements taken
as a whole,

?w‘wwlmm«?f Scall LLP

QOctober 18, 2007



Redevelopment Agency of the
County of San Bernardino
Statement of Net Assets
June 30, 2007

ASSETS
Cash and cash equivalents
Receivables:
Taxes
interest
Due from other governments
Restricted assets:
Cash and investments with fiscal agents
Deferred charges
Land held for resale
Capital assets:
Equipment, net of depreciation

Total assets

LIABILITIES

Accounts payable
Accrued payroll and benefits
Accrued interest payable
Due to other governments
Noncurrent liabilities:

Due within one year

Due in more than one year

Total liabilities

NET ASSETS
invested in capital assets
Restricted for:
Community development
Capital projects
Debt service
Unrestricted

Total net assets

Governmental
Activities

$ 58,806,830

737,938
708,233
274,704

3,893,675
2,182,660
9,895,432

11,163

76,510,635

122,170
29,851
1,856,903
1,287,189

987,500
68,228,878

72,612,491

11,163

30,326,669
9,772,758
1,921,272

(38,033,718)

$ 3,998,144

The accompanying notes are an integral part of these financial statements.



For the Year Ended June 30, 2007

PROGRAM EXPENSES
Governmental activities:
Community development
Passthrough agreements
Interest on long-term debt

Total program expenses

GENERAL REVENUES
Taxes:

Incremental property taxes
Investment earnings
Forgiveness of debt
Other

Total general revenues
Change in net assets
Net assets, beginning of year

" Net assets, end of year

Redeveiopment Agency of the

County of San Bernardino
Statement of Activities

$ 5,276,969
2,341,835
3,447,758

11,066,562

10,906,547
3,302,329
604,686
204

14,813,766

3,747,204

250,940

$ 3,098,144

The accompanying notes are an integral part of these financial statements.
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Redevelopment Agency of the
County of 8an Bernardino
Balance Sheet
Governmental Funds
June 30, 2007

Special Revenue

San Sevaine Low — Mod Cedar Gien
Project Housing Project
ASSETS
Cash and cash equivalents % 7,264,399 $ 4,453,491 3 9,108,997
Cash with fiscal agent - - -
Receivables:
Taxes 541,649 180,556 11,800
Interest 90,916 45 847 102,818
Due from other governmenis - - -
Bue from other funds 671,862 44 187 5,845
Land held for resale 3,139,953 2,831,878 311,076
Total assets $ 11,708,778 3 7,555,960 3 9,541,536
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable $ 20,130 3 5,603 $ -
Accrued payroll and benefits 29,851 - -
Due to other governments 31,028 - 50,000
Due to other funds 59,404 274,296 223,749
Total liabilities 140,413 279,859 273,749
Fund Balances:
Reserved for:
i and held for resale 3,139,953 2,831,879 311,076
Debt service - - -
Unreserved, reported in;
Special revenue funds 8,428,413 4,444 182 8,966,711
Debt service funds - - -
Capital projects funds - - -
Total fund balances 11,568,366 7,276,061 9,267,787
Total liabilities and fund balances $ 11,708,779 $ 7,555,960 3 9,541,536

The accompanying notes are an integral part of these financial statements.
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Capital Projects Debt Service Other Total

RDA Capital RDA 2000 Series A Governmental Governmental
Projects Housing Bonds Funds Funds

$ 29,654,814 $ 6,251,835 $ 31,388 $ 2,040,806 $ 58,806,830
- - 3,893,675 - 3,883,675

- - - 3,033 737,938
345,797 80,546 19,622 22,687 708,233

- - - 274,704 274,704

- 33,303 40,759 33,117 829,073

- 3,612,524 - - 9,895,432

$ 30,000,711 $ 9978208 $  3,985444 $ 2375247 $ 75,145,885

$ - $ - 3 - $ 96,437 $ 122,170
- - - - 29,851
1,206,161 - - - 1,287,189
- - 73,500 198,124 829,073
1,206,161 - 73,500 294,561 2,268,283

- 3,612,624 - - 9,895,432

- - 3,778,175 - 3,778,175

- - - 2,080,287 23,008,593

- - 133,769 389 134,168
28,794 550 6,365,684 - - 35,160,234
28,794,550 9,978,208 3,811,844 2,080,686 72,877,602

$ 30,000,711 $ 9,978,208 $ 3,085,444

£

2,375,247 $ 75,145,885
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Redevelopment Agency of the
County of San Bernardino
Reconciliation of the Balance Sheet of Governmental
Funds to the Statement of Net Assets
For the Year Ended June 30, 2007

Fund balances of governmental funds $ 72,877,602

Amounts reported for governmental activities in the statement of net
assets are different because:

Capital assets used in governmental activities are not financial
resources and, therefore, are not reported in the funds. 11,163

Other long-term assets are not available to pay for current-period
expenditures and, therefore, are deferred in the funds.

Deferred charges 2,182,660

Long-term liabilities are not due and payable in the current period
and, therefore, are not reported in the funds.

Bonds payable (57,310,000}
Notes payable (10,810,314)
Compensated absences payable (45,464)
Accrued interest payable (1,856,903)
Deferred loss on refunding 155,388
Bond premium {1,205,988)
Net assets of governmental activities $ 3,008,144

The accompanying notes are an integral part of these financial statements.
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Redevelopment Agency of the

County of San Bernardino

Statement of Revenues, Expenditures and

Changes in Fund Balances

Governmental Funds

For the Year Ended June 30, 2007

Revenues
Tax increment
Use of money and property
Other

Total revenues

Expenditures
Current:
Community development
Pass through agreement payments
Capital outlay:
Project improvement costs
Debt service:
Principal
Interest

Total expenditures
Excess of revenues over (under) expenditures
Other Financing Sources {(Uses)
Transfers in
Transfers out
Total other financing sources (uses)
Net change in fund balances

Fund balances, beginning of year

Fund balances, end of year

Special Revenue

San Sevaine Low - Mod Cedar Glen
Project Housing Project

$ 7,844,021 $ 1,961,005 $ 338,634

414,742 229,759 426,345

- - 5

8,258,763 2,190,764 764,984

633,199 187,717 162,896

1,206,025 - 88,582

863,881 143,172 251,237

3,403,105 330,889 492,715

4,855,658 1,859,875 272,269
(2.673,354) (968,818) -
(2,673,354) (968,818) -

2,182,304 891,057 272,269

9,386,082 6,385,004 8,995,618

$ 11,568,366 $ 7,276,061 $ 9,267,787

The accompanying notes are an integral part of these financial statements.
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Capital Projects Debt Sefvice Other Total

RDA Capital RDA 2000 Series A Governmental Governmental
Projects Housing Bonds Funds Funds
$ - $ - $ - $ 762,887 $ 10,906,547
1,501,636 396,505 218,044 115,208 3,302,329
- - . 189 - 204
1,601,636 395,505 218,243 878,185 14,209,080
- T - 764,877 1,738,689
- - - 347,228 2,341,835
2,253,064 8,534 - - 3,520,788
- - 965,000 - 965,000
- - 2,832,350 - 2,832,350
2,253,964 8,534 3,797,350 1,112,105 11,398,662
(752,328) 387,971 (3,579,107) (233,920) 2,810,418
- - 3,642,172 - 3,642,172
- - - - (3,642,172)
- - 3,642,172 - -
(752,328) 387,971 63,065 {233,920) 2,810,418
29 546,878 9,590,237 3,848,879 2,314,608 70,067,184

$ 28,794,550 $ 9978208 $ 3911944 $ 2,080,686 $ 72,877,602




Redevelopment Agency of the
County of San Bernardino
Reconciliation of the Statement of Revenues, Expenditures, and
Changes in Fund Balances of Governmental Funds to the
Statement of Activities
For the Year Ended June 30, 2007

Net change in fund balances of governmental funds $ 2810418

Amounts reported for governmental activities in the statement of
activities are different because:

Governmental funds report capital outlays as expenditures.
However, in the statement of activities the cost of those assets is
allocated over their estimated useful lives and reported as
depreciation expense. This is the amount of depreciation
expense that was exceeded by capital outlays for the period. (2,419)

The issuance of long-term debt provides current financial
resources to governmental funds, while the repayment of the
principal of long-term debt consumes the current financial
resources of governmental funds. Neither transaction, however,
has an effect on net assets.

Principal payments on debt 965,000
Forgiveness of debt 604,686

Some expenses reported on the statement of activities do not
require the use of current financial resources and, therefore, are
not reported as expenditures in governmental funds.

Accrued interest expense (650,967)
Amortization of bond issuance costs _ (76,585)
Amortization of deferred charge on refunding (B,756)
Compensated absences 61,512
Amortization of bond premium 42,315
Change in net assets of governmental activities $ 3,747,204

The accompanying notes are an integral part of these financial statements.
-10-



Redevelopment Agency of the
County of San Bernardino
Notes to Financial Statements
June 30, 2607

Note 1: Summary of Operations and Significant Accounting Policies
Reporting Entity

The Redevelopment Agency of the County of San Bernardino (the Agency) was established in 1980
under the California State Redevelopment Law. In June 1995, the Agency adopted Resolution #95-1
receiving the San Sevaine Redevelopment Project preliminary plan. The plan is for the area
surrounding the former Kaiser Steel Mill in the unincorporated areas west of the city of Fontana. The
Agency proposes to eliminate and prevent the spread of blight and blighting influences and to
strengthen the economic base of the project area and the community. The start-up costs were covered
by advances from The California Speedway, Inc. and the County of San Bernardino Flood Control
District and were reimbursed from project funds. In December 1995, Ordinance #3631 was passed
adopting the San Sevaine Redevelopment Project. During 1997, the speedway portion of the San
Sevaine Redevelopment Project was completed. Two businesses in the San Sevaine Redevelopment
area generate approximately 57% of all tax increment revenue received.

In May 2000, the Agency adopted a resolution accepting assignment of Victor Valley Economic
Development Authority (VWEDA) tax increment revenue. VVEDA is a regional agency responsible for

the reuse of George Air Force Base and is comprised of the cities Victorville, Hesperia, Adelanto, Town
of Apple Valley and San Bernardino County.

In June 2003, the Agency adopted rules and guidelines for the redevelopment plan for the Mission
Boulevard Joint Redevelopment Project with the City of Montclair. Mission Boulevard is in its early

stages of development and minimal Agency funds have been committed for this project as of June 30,
2007.

in November 2004, the County adopted Ordinance No. 3942 establishing the Cedar Glen Disaster

Recovery Redevelopment Area. The project is in its early stages with no major activities as of June 30,
2007.

in September 2004, the Agency accepted a loan from the San Bernardino County General Fund to
fund operating costs for the creation of the proposed Bloomington and Cajon Redevelopment Project

Areas. During the current fiscal year it was determined that the proposed project areas would not be
created.

The accounting policies of the Agency conform to accounting principles generally accepted in the
United States of America as applicable to governments and to general practice within California
Redevelopment Agencies. The Agency accounts for its financial transactions in accordance with
policies and procedures of the State Controller's Office, Division of Accounting and Reporting for
California Redevelopment Agencies.

-11-



Redevelopment Agency of the
County of San Bernardino
Notes to Financial Statements
June 30, 2007

Note 1: Summary of Operations and Significant Accounting Policies (continued)

Accounting principles generally accepted in the United States of America require that these financial
statements present the accounts of the Agency and any of its component units. Component units are
legally separate entities for which the Agency is considered to be financially accountabie or otherwise
has a relationship, which is such that the exclusion of the entity would cause the financial statements 1o
be misleading. Blended component units are considered, in substance, part of the Agency's
operations, so the accounts of these entities are to be combined with the data of the Agency.
Component units, which do not meet these requirements, are reported in the financial statements as
discrete units to emphasize their separate legal status.

The Agency has determined that it is not financially accountable for, nor has any other relationship
with, any other organization, which would require its inclusion in these financial statements. However,
the Agency is a component unit of the County of San Bernardino.

The preparation of these financial statements requires management to make estimates and
assumptions. Those estimates and assumptions affect the reported amounts of assets, liabilities,
revenues, and expenses, as well as disclosure of contingent assets and liabilities. Actual results could
differ from those estimates. Management also determines the accounting principles to be used in the
preparation of the financial statements. A description of the significant policies employed in the
preparation of these financial statements follows:

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of
changes in net assets) report information on all of the nonfiduciary activities of the Agency. For the
most part, the effect interfund activity has been removed from these statements. Governmental
Activities, which normally are supported by taxes and intergovernmental revenues, are reported
separately, compared to business-type activities, which rely to a significant extent on fees and charges
for support. The Agency currently has no business-type activities.

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenues include 1) charges to customers or applicants who
purchase, use or directly benefit from goods, services, or privileges provided by a given function or
segment and 2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues. Major individual governmental funds are
reported as separate columns in the fund financial statements.

-12-



Redevelopment Agency of the
County of San Bernardino
Notes to Financial Statements
June 30, 2007

Note 1: Summary of Operations and Significant Accounting Policies (continued)
Measurement Focus, Basis of Aécounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when eamed and expenses are
recorded when a liability is incurred, regardiess of the timing of related cash flows. Property taxes are
recognized as revenues in the year for which they are levied. Grants and similar items are recoghized
as revenue as soon as all eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Under the modified accrual basis of
accounting, revenues are recognized when susceptible to accrual (i.e., when they are “measurable and
available”). “Measurable’ means the amount of the transaction can be determined; and “available”
means collectible within the current period. The Agency considers all revenues available if they are
collected within 60 days after year-end. Property taxes and investment income are susceptible to
accrual. Expenditures are recorded when liability is incurred, as under accrual accounting.

However, debt service expenditures, as well as expenditures related to compensated absences and
claims and judgments, are recorded only when payment is due.

The Agency reports the foliowing major governmental funds:

Special Revenue Funds — The special revenue funds are used to account for the proceeds of specific
revenue sources that are legally restricted to expenditures for specific purposes. The Agency has three
major special revenue funds: the San Sevaine Project Fund, the Low and Moderate Income Housing
Fund and the Cedar Glen Project Fund.

Capital Projects Fund — The capital projects funds are used to account for financial resources
designated for the acquisition or construction of major capital facilities. The Agency has two major
capital projects funds: the RDA Capital Project Fund and the RDA Housing Fund.

Debt Service Fund — The debt service fund is used to account for the accumulation of resources and
for the payment of principal and interest on bonds outstanding.

Additionally, the Agency reports the following other funds:
Special Revenue Fund — The Agency has six non-major special revenue funds for VVEDA: George Air
Force Base reuse tax increment revenue and its related Low and Moderate Income Housing Fund, the

Mission Boulevard Joint Redevelopment Project in Montclair, Cedar Glen Disaster Recovery Low-Mod
Housing Fund, Bloomington Redevelopment Project Area and the Cajon Redevelopment Project Area.

~-13-



Redevelopment Agency of the
County of San Bernardino
Notes fo Financial Statements
June 30, 2007

Note 1: Summary of Operations and Significant Accounting Policies {continued)

Debt Service Fund — The Agency has one non-major debt service fund: the Cedar Glen Project Debt
Service Fund.

Capital Projects — The Agency has one non-major capital projects fund: the RDA Housing Project
Fund. .

When both restricted and unrestricted resources are available for use, it is the agency’s policy to use
restricted resources first, and then unrestricted resources as they are needed.

Budgets and Budgetary Accounting

By state law, the Agency’s Governing Board must approve a tentative budget no later than July 1 and
adopt a final budget no later than September 30. A public hearing must be conducted to receive
comments prior to adoption. The Agency's Governing Board satisfied these requirements. Annual
budgets are adopted on a basis consistent with accounting principles generally accepted in the United
States of America for all governmental fund types.

Encumbrance accounting is employed in governmental funds. Encumbrances (e.g. purchase orders or
contracts) outstanding at year-end do not constitute expenditures or liabilities because the
commitments will lapse and be re-appropriated and honored during the subsequent year.

Cash and Investments

The Agency's cash and cash equivalents are considered to be cash on hand, demand deposits and
short-term investments with original maturities of three months or less from the date of acquisition. The
Agency maintains substantially all of its cash in the San Bernardino County Treasury. The County's
investment pool operates in accordance with appropriate state laws and regulations. The reported
value of the pool is the same as the fair value of the pool shares, is readily convertible to cash,
available for immediate withdrawal, and is therefore, considered a cash equivalent for financial
statement reporting purposes. In addition, the state authorizes the Agency to invest in obligations of
the U.S. Treasury, commercial paper, corporate bonds, repurchase agreements and the state

treasurer’s investment pool. Investments of the Agency are reported at fair value based on quoted
market prices.

Capital Assets

Capital assets, which include land, are reported in the government-wide financial statements. The
Organization defines capital assets as assets with an initial, individual cost of more than $5,000 and an
estimated useful life of more than (1) year. Such assets are recorded at historical cost or estimated

historical cost if purchased or constructed. Donated capital assets are recorded at estimated fair
market value at the date of donation.

-14-



Redevelopment Agency of the
County of San Bernardino
Notes to Financial Statements
June 30, 2007

Note 1: Summary of Operations and Significant Accounting Policies (continued)

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend assets lives are not capitalized.

Property, plant and equipment of the Agency is depreciated using the straight-line method over the
following estimated useful lives:

Assels Years
Equipment 6-10

{ and Held for Resale

The Agency has acquired several parcels of land as part of its primary purposes. The Agency records
these parcels as land held for resale in its financial records. The properties are being carried in the
Capital Projects and Special Revenue Funds at the lower of cost or estimated net realizable value, until
such time as there is an event, which would indicate an agreed-upon sales price. At June 30, 2007,

the land held for resale is being carried at a cost of $9,895,432, and is offset by a reservation of fund
balance.

Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at the
end of the fiscal year are referred to as either “due to/from other funds” (i.e., the current portion of
interfund loans) or “advances tof/from other funds” (i.e., the non-current portion of interfund loans). All
other outstanding balances between funds are reported as "due to/from other funds.”

Restricted Assets

Certain proceeds of the Agency are classified as restricted assets on the balance sheet because they
are maintained in separate bank accounts and their use is limited by applicable bond covenants. The
“debt service fund” includes the “Bond Reserve” account used to set aside resources to make up
potential future deficiencies in the debt service fund.

Compensated Absences

It is the Agency’s policy to permit employees to accumulate earned but unused vacation and sick pay
benefits. The total amount of liability for compensated absences is segregated between short-term and
long-term with both portions reflected in the government-wide statements. The shori-term portion is
determined to be the amount due to employees for future absences, which is attributable to services
already rendered, and which is expected to be paid during the next fiscal year.

15



Redevelopment Agency of the
County of San Bernardino
Notes to Financial Statements
June 30, 2007

Note 1: | Summary of Operations and Significant Accounting Policies (continued)

Long-term Obligations

In the government-wide financial statements, long-term debt and other long-term obligations are
reported as liabilities in the applicable governmental activities. Bond premiums and discounts, as well
as issuance costs, are deferred and amortized over the life of the bonds using the straight-line method.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as
well as bond issuance costs during the current period. Bond proceeds are reported as other financing
sources in capital projects funds. Premiums received on debt issuances are reported as other financing
sources while discounts on debt issuance are reported as other financing issues. Issuance costs, even
if withheld from the actual net proceeds received, are reported as debt service expenditures.

Property Taxes

Property taxes are assessed under various legislative provisions, contained in the Government Code
and the Revenue and Taxation Code, by the County Assessor. Taxes on real property are limited to
one percent of assessed valuation plus additional taxes for repayment of any existing voted
indebtedness. The Agency receives a portion of the property tax income based on a formula
prescribed in Section 26912(b) of the Government Code and Sections 95-100 of the California
Revenue and Taxation Code and as amended by the passage of AB 454.

Secured property taxes are levied on or before the first business day of September of each year. They
become a lien on real property on January 1% preceding the fiscal year for which taxes are levied and
can be paid in two instaliments. The first installment is November 1 and is delinquent December 10",
and the second instaliment is due February 1% of the following year and is delinquent April 10", The
Agency has entered into an agreement with the County of San Bernardino and the City of Victorville to
receive its apportioned property taxes throughout the fiscal year.

Fund Balances Reserves and Designations

Reservations of the ending fund balance indicate the portions of a fund balance not available for
expenditures or amounts legally segregated for specific future use. Reserves for debt service represent
amounts held by the fiscal agent for principle and interest payments on the 2005 Bonds. Designations
of the ending fund balance indicate tentative plans for financial resource utilization in a future period.
The Agency's capital project funds are designated fund balances for specific purposes.

-16-



Redevelopment Agency of the
County of San Bernardino
Notes to Financial Statements
June 30, 2007

Note 2: Cash and Investments
Cash and cash equivalents include the cash balance of monies deposited with the County Treasurer
which are pooled and invested for the purpose of increasing earnings through investment activities.

Interest earmned on pooled investments is deposited to the Agency’s account based upon the Agency’s

average daily deposit balance during the allocation period. Cash and cash equivalents are shown at
fair vaiue as of June 30, 2007.

Deposits and investments at June 30, 2007:

External Investment Pool — Cash in San Bernardino County Treasury $ 58,806,630

Cash on hand ‘ 200
58,806,830
Investments held with fiscal agent — Bank of New York Western Trust
Company: _
Money Market funds invested in U.S. Treasuries 3,893 675
Total Fair Value of cash and investments $ 62,700,505

See the County of San Bernardino’s Comprehensive Annual Financial Report (CAFR) for details of
their investment policy and disclosures related to investment credit risk, concentration of credit risk,
interest rate risk and custodial credit risk, as required by GASB Statement No. 40. The Agency's
investments in U.S. Treasuries Money Market funds through the Bank of New York Western Trust
Company were generally rated AAA by Standards & Poor.
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Note 3: Capital Assets

Redevelopment Agency of the
County of San Bernardino
Notes to Financial Statements
June 30, 2007

Capital assets activity for the year ended June 30, 2007 was as follows:

Governmental activities:

Capital assets, being depreciated:

Equipment
Total capital assets, being
depreciated

Less accumiilated depreciation for:

Equipment

Total accumulated depreciation

Total capital assets, being
depreciated, net

Beginning Ending
Balance Additions Deletions Balance
% 14,388 $ - - ] 14,388
14,388 - - 14,388
{(806) {2,419) - {3,225)
(B06) {2,419) - {3,225)
$ 13,582 $ (2,419) - $ 11,163

Depreciation expense was charged to functions of the Agency as follows:

Community Development

Note 4:

The Agency has entered into several agreements with the County of San Bernardino to provide for
virtually all services to the Agency, including personnel and administrative services, cash flow
management, risk management and project costs. Payment for these services is reflected in the
combined statement of revenues, expenditures and changes in fund balance as salaries and benefits

and community development.

$ 2,419

Transactions with the County of San Bernardino
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Redevelopment Agency of the

County of San Bernardino

Notes to Financial Statements

Note 5:

June 30, 2007

Interfund Receivables, Payables and Transfers

The composition of interfund balances as of June 30, 2007, is as follows:

Receivable Fund

Payable Fund Amount
San Sevaine Project 2000 Series A Bonds $ 73,500
Cedar Glen Project 217,984
l.ow-Mod Housing 230,151
Nonmajor Special Revenue Funds 150,227
Low-Mod Housing Cedar Glen Project 5,765
San Sevaine Project 29,487
‘Nonmajor Special Revenue Funds 8,935
Cedar Glen Project Nonmajor Special Revenue Funds 5,845
RDA Housing L.ow-Mod Housing 33,303
2000 Series A Bonds San Sevaine Project 29,917
Low-Mod Housing 10,842
Nonmajor Special Revenue Funds Nonmajor Special Revenue Funds 33,117
Total $ 829,073

Interfund transfers:

Transfer out:
San Sevaine Project
Low-Mod Housing

Transfer in:

2000 Series A
Bond

$ 2,673,354

068,818

$ 3,642,172

The above transfers were made to pay debt service.
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Redevelopment Agency of the
County of San Bernardino
Notes to Financial Statements
June 30, 2007

Note 8: Non-Current Liabilities

Bonds Payable

in November 2005, the Agency issued Redevelopment Agency of the County of San Bernardino (San
Sevaine Redevelopment Project) Tax Allocation Bonds, 2005 Series A (the 2005 Bonds) in the amount
of $58,275,000 to provide funds for the acquisition and construction of various projects in the San
Sevaine Redevelopment Project Area and to advance refund the 2000 Bonds. The 2005 Bonds are
special obligations of the Agency and are payable solely from and secured by a pledge of tax
increment revenues. Bond interest is payable semi-annually on each March 1 and September 1,
commencing on March 1, 2006. The 2005 Bonds have stated interest rates ranging from 4.0% to 5.0%
over the life of the bonds. The 2005 Bonds maturing after September 1, 2015, are not subject to
optional redemption prior to maturity. The 2005 Bonds maturing after September 1, 2016, are subject
to redemption, at the option of the Agency.

The Agency deposited $20,412,672 of the proceeds in an irevocable trust and purchased U.S.
Government State and Local Government Securities for the purpose of generating resources which will
be used to call the 2000 Bonds. As a result, the refunded bonds are considered to be defeased and
the liability has been removed from the statement of net assets. The reacquisition price exceeded the
net carrying amount of the old debt by $168,900. This amount is being netted against the new debt
and amortized over the remaining life of the old debt. This advance refunding was undertaken to
reduce total debt service payments over the next 24 years by $6,726,147 and resulted in an economic
gain of $2,075,798.

The following schedule illustrates the annual debt service requirements to maturity for the 2005 Bonds
outstanding as of June 30, 2007.

Fiscal years ending

June 30, Principal Interest
2008 $ 965,000 $ 2,793,750
2009 1,000,000 2,754,450
2010 1,040,000 2,713,650
2011 1,085,000 2,668,438
2012 1,130,000 2,618,600
2013 - 2017 5,485,000 12,229,963
2017 - 2022 8,250,000 10,410,250
2023 - 2027 10,525,000 8,074,375
2028 - 2032 13,445,000 5,091,875
2033 - 2036 13,385,000 1,379,375

Total $ 57,310,000 $ 50,734,726
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Redevelopment Agency of the
County of San Bernardino
Notes to Financial Statements
June 30, 2007

Note 6: Non-Current Liabilities (continued)

Notes Payable - County of San Bernardino

The Agency entered into loan agreements with the County of San Bernardino for $10,810,314. The
loans bear interest at 1% over the County investment pool rate and are to be repaid over ten years.
The loans will be paid utilizing tax increment revenue from the specific project area as it becomes
available. If the project areas are not created and a redevelopment plan is not adopted, the County wili
forgive the loan balance amounts spent and any accrued interest thereon for that project area. During
the current fiscal year, it was determined the Bloomington and Cajon Redevelopment Project Areas
would not be created and the County forgave a portion of the loan balances, $334,5603 for the
Bloomington Project Area and $270,183 for the Cajon Project Area. The loans were made available for
the project areas as listed below:

Cedar Glen Disaster Recovery Redevelopment Area operating costs for $290,000 and project
improvement costs of $10,075,000; Bloomington Redevelopment Project area start-up costs and
operating costs for $500,000; Cajon Redevelopment Project Area start-up costs and operating costs
for $500,000; and Mission Boulevard Joint Redevelopment Project for $50,000 for administrative costs.

The following is a schedule of changes in long-term debt of the Agency for the fiscal year ended June
30, 2007:

Beginning Ending Due within
Balance Additions Deletions Balance one year

Bonds
2005 A Refunding TAB's $ 58275000 &

$ (965,000) _$ 57,310,000 $ 965,000

Subtotal bonds 58,275,000 - (965,000) 57,310,000 965,000
Plus deferred amounts:
Deferred loss on refunding (162,144) - 6,756 {(155,388) -
lssuance premium 1,248,303 - {42,315) 1,205,988 -
Total bonds 59,361 1569 - {1,000,559) 58,360,600 965,000
Notes
County loans 11,415,000 - (604,686) 10,810,314 -
Compensated absences 106,976 07,128 {158,640} 45 464 22,500
Total long-term debt $ 70,883,135 3 97,128 $ (1,763,885) $ 69,216,378 $ 987,500

Interest charged to expense in the statement of activities was $3,447,758 for the year ended June 30,
2007.
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Redevelopment Agency of the
County of San Bernardino
Notes to Financial Statements
June 30, 2007

Note 7: Retirement Plan

The Agency's employees are employees of the County of San Bernardino and therefore are also
participants in the San Bernardino County Employee's Retirement Association (SBCERA) cost-sharing
multiple-employer defined benefit pension plan (the “Plan”) operating under the California County
Employees Retirement Act of 1937 (“1937 Act”). it provides retirement, death, and disability benefits to
members. The San Bernardino Board of Retirement under the 1937 Act governs the Plan. Employees
become eligible for membership on their first day of regular employment and become fully vested after
5 years. The SBCERA is controlled by its own board, which acts as a fiduciary agent for the accounting
and contro! of member and employee contributions and investment income.

SBCERA publishes its own Comprehensive Annual Financial Report and receives a separate

independent audit, which may be obtained by contacting the Board of Retirement, 348 West Hospitality
Lane, 3" floor, San Bernardino, California 92415-0014.

Employees are required by statue to confribute a percentage of covered salary based on certain
actuarial assumptions and their age at entry in the Plan. Employee contribution rates vary according to
age and classification. Employee contribution rates are established and may be amended pursuant to
Articles 6 and 6.8 of the 1937 Act. The County contributes approximately 7% of an employee’s covered

salary, as determined pursuant to Section 31453 of the 1937 Act. Specific information to the
employees of the Agency is not available.

Note 8: Pass-through Agreements and Other Payments

Pass-through Agreements

The Agency is required, in accordance with Health Code Section 33607.5 (AB 1290), to pass-through
applicable portions of property tax revenues received by the project area attributable to these entities to
the extent that the territorial limits reside within the Agency's project areas. Entities are primarily

school districts and special districts in the San Sevaine Project Area and the former George Air Force
Base Project Area.

Note 9: Commitments and Contingencies

The Agency is potentially subject to various claims and, from time to time, is involved in lawsuits in
which damages are sought. As litigation is subject to uncertainties and as the outcome of litigated
matters cannot be predicted with any certainty, it is reasonably possible that any pending legal actions
could be decided unfavorably against the Agency. The Agency’s management believes that any liability

that might resutt from such litigation would not have material effect on the basic financial statements as
of June 30, 2007.
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Revenues
Tax increment
. Use of money and property

Total revenues

Expenditures
Current:
Community development
Pass through agreement payments
Capita! outlay:
Project improvement costs
Debt service:
interest

Total expenditures

Excess of revenues over (under)
expenditures

Other Financing Sources (Uses)
Transfers out

Totat other financing sources
(uses)

Net change in fund balance
Fund balance, beginning of year

Fund balance, end of year

Redevelopment Agency of the

County of San Bernardino
Budgetary Comparison Schedule - San Sevaine Project

Major Special Revenue Fund
For The Year Ended June 30, 2007

Variance with
Final Budget -
Budgeted Amounts Actual Positive
Original Final Amounts (Negative)
$ 4,316,400 $ 4,316,400 $ 7,844,021 $ 3,627 621
145,800 145,800 414,742 268,842
4,462,200 4,462 200 8,258,763 3,796,563
178,729 928,729 633,199 295,530
- - 1,906,025 (1,908,025)
8,990,603 8,240,603 863,881 7,376,722
95,000 95,000 - 95,000
9,264,332 9,264,332 3,403,105 5,861,227
(4,802,132} (4,802,132) 4,855,658 9,657,790
(3,137,755) {3,137,755) (2,673,354) 464,401
(3,137,755) (3,137,755) {2,673,354) 464,401
(7,939,887} {7,939,887) 2,182,304 10,122,191
9,386,062 0,386,062 9,386,062 -
$ 1,446,175 $ 1,446,175 $11,568,366 $ 10,122,191
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Revenues
Tax increment
Use of money and property
Total revenues
Expenditures
Current:
Community development
Capital outiay:
Project improvement costs
Total expenditures

Excess of revenues over (under)
expenditures

Other Financing Sources {(Uses)
Transfers out

Total other financing sources
(uses)

Net change in fund balance
Fund balance, beginning of year

Fund balance, end of year

Redevelopment Agency of the

County of San Bernardino
Budgetary Comparison Schedule - Low-Mod Housing

Major Special Revenue Fund
For The Year Ended June 30, 2007

Variance with
Final Budget -

Budgeted Amounis Actual Positive
Original Final Amounts {(Negative)
$ 1,079,100 $ 1,079,100 § 1,961,005 $ 881,805
74,500 74,500 228,759 165,259
1,153,600 1,153,600 2,180,764 1,037,164
158 960 162,860 187,717 5,243
5,328,731 5,285,731 143,172 5,152 559
5,488,691 5,488,691 330,889 5,157,802
(4,335,091) (4,335,081) 1,859,875 6,194 966
{1,010,095) | {1,010,085) (968,818) 41,277
{1,010,095) (1,010,095) _{968,818) 41,277
{5,345,186) (5,345,186) 801,057 65,236,243

6,385,004 6,385,004 6,385,004 -

$ 1,039,818 $ 1,039,818 $ 7,276,081 $ 6,236,243
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Revenues
Tax increment
Use of money and property
QOther

Total revenues
Expenditures
Current:
Community development
Pass through agreement payments
Capital outlay:
Project improvement costs
Total expenditures

Excess of revenues over {under)
expenditures

Other Financing Sources (Uses)
Transfers out

Total other financing sources
{uses)

Net change in fund balance
Fund balance, beginning of year

Fund balance, end of year

Redevelopment Agenéy of the

County of San Bernardino
Budgetary Comparison Schedule - Cedar Glen Project

Major Special Revenue Fund
For The Year Ended June 30, 2007

Variance with
Final Budget -
Budgeted Amounis Actual Positive
Original Final Amounts (Negative)
$ 89,800 $ 89,800 $ 338634 $ 248,834
6,700 6,700 426,345 419,645
- - 5 5
96,500 96,500 764,984 668,484
231,790 431,790 152,896 278,894
- - 88,582 (88,582)
837,844 737,844 251,237 486,607
1,169,634 1,169,634 492,715 676,919
{1,073,134) {1,073,134) 272,269 1,345,403
(333,700) (333,700) - 333,700
{333,700) {333,700) - 333,700
(1,408,834) (1,406,834) 272,269 1,679,103
8,985,518 8,985,518 8,995 518 -
$ 7,588,684 $ 7,588,684 3 9,267,787 $ 1,879,103

-25-



Schedule of Revenues, Expenditures and

Redevelopment Agency of the

County of San Bernardino

Changes in Fund Balance - Budget and Actuat
RDA Capital Projects Fund

Revenues
Use of money and property

Total revenues
Expenditures
Capital outlay:
Project improvement costs

Total expenditures

Excess of revenues over {under)
expenditures

Other Financing Sources (Uses)
Transfers out

Total other financing sources
{uses)

Net change in fund balance
Fund balance, beginning of year

Fund balance, end of year

For The Year Ended June 30, 2007

Variance with
] Final Budget -

Budgeted Amounts Actual Positive
Original Final Amounts {Negative)
$ 250,000 $ 250,000 $ 1,501,636 $ 1,251,636
250,000 250,000 1,501,636 1,251,636
4,638,000 4,638,000 2,253,964 2,384,036
4,638,000 4,638,000 2,253,964 2,384,036
(4,388,000} {4,388,000) (752,328) 3,635,672
(25,208,121) (25,299,121) - 25,299 121
{25,299,121) {25,292,121) - 25,289 121
(29,687,121) (29,687,121) (752,328) 28,934,793

29,546 878 29,546 878 29 546,878 -

$ (140.243) $ {140,243) $ 28,794,550 $28,834,793
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Redevelopment Agency of the
County of San Bernardino

Schedule of Revenues, Expenditures and

Changes in Fund Balance - Budget and Actual
RDA Housing Fund
For The Year Ended June 30, 2007

Variance with

Final Budget -
Budgeted Amounis Actual Positive
Original Final Amounts (Negative)
Revenues
Use of money and property $ 40,800 $ 40,800 5 396,505 $ 355705
Total revenues 40,800 40,800 396,505 365,705
Expenditures
Capital Outlay:
Project improvement costs 9,413,308 9,413,308 8,534 9,404 774
Total expenditures 9,413,308 9,413,308 8,534 0,404,774
Net change in fund balance {(9,372,508) (9,372,508) 387,971 9,760,479
Fund balance, beginning of year 9,580,237 8,590,237 9,580,237 -
Fund balance, end of year $ 217729 $ 217,729 $ 0,978,208 $ 9,760,479
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Schedule of Revenues, Expenditures and

Redevelopment Agency of the

County of San Bernardino

Changes in Fund Balance - Budget and Actual
2000 Series A Bond Fund

Revenues
Use of money and property
Other
Total revenues
Expenditures
Debt service:
Principal
Interest
Total expenditures

Excess of revenues over (under)
expenditures

Other Financing Sources (Uses)
Transfers in

Total other financing sources
{uses)

Net change in fund balance
Fund balance, beginning of year

Fund balance, end of year

For The Year Ended June 30, 2007

Variance with
Final Budget -
Budgeted Amounts Actual Positive
Qriginal Final Amounts {Negative)
$ - $ - $ 218,044 $ 218,044
- - 199 199
- - 218,243 218,243
965,000 965,000 965,000 -
2,791,592 2,832,350 2,832,350 -
3,756,582 3,797,350 3,787,350 -
(3,756,582) {3,797,350) (3,678,107) 218,243
3,797,350 3,838,108 3,642,172 {195,936)
3,797,350 3,838,108 3,642,172 {195,836)
40,758 40,768 63,065 22,307
3,848 879 3,848,879 3,848,879 -
$ 3,889,637 $ 3,888,637 3% 3911844 $ 22,307
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Redevelopment Agency of the
County of San Bernardino
Combining Balance Sheet

Nonmajor Governmental Funds
June 30, 2007

Special Revenue Funds

Victor Valley Economic Mission Bivd
Development Authority Joint Project
Low — Mod Low — Mod
Housing General Housing
ASSETS
Cash and cash equivalents $ 426,995 & 520,408 % 96,054
Receivabies:
Taxes - - -
interest 4 871 5,043 743
Due from other governments 101,773 136,881 36,050
Due from other funds - 33,117 -
Total assets $ 533,630 5 696,350 $ 132,847
LIABILITIES AND FUND BALANCES
Liabitities:
Accounts payable $ 19,287  $ 77,150 § -
Due to other funds 48 485 62,010 26,454
Total liabilities 68,772 139,160 26,454

Fund Balances:
Unreserved, reported in:

Special revenue funds 464 867 557,190 106,393
Debt service fund - - -

Total fund balances 464,867 557,180 106,393

Total jiabilities and fund balances $ 533,638 3 696,350 | 3 132,847
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Debt Service

Special Revenue Funds Fund
Bioomington Cedar Glen Cedar Glen Total
Project Cajon Project Project Project Nonmajor

Low-Mod Governmental

General General Housing Debt Service Funds
$ 180,604 §& 258598 § 557,719 $ 337 $ 2,040,806
- - 3,933 - 3,933
2,120 2,953 5,895 62 22,687
- - - - 274,704
- - - - 33,117
$ 182,814 § 261,551 $ 587,647 $ 399 § 2,375,247
$ - $ - $ - $ - $ 96,437
- - 60,175 - 108,124
- - 60,175 - 294,561
182,814 261,551 507,472 - 2,080,287
- - - 399 399
182,814 261,551 507,472 399 2,080,686
$ 182,814 $ 261,551 $ 567,647 $ 398 § 2,375247
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Redevelopment Agency of the
County of San Bernardino

Combining Statement of Revenues, Expenditures, and

Changes in Fund Balances
Nonmajor Governmental Funds
June 30, 2007

Revenues
Tax increment
Use of money and property
Total revenues
Expenditures
Current:
Community development
Pass through agreement payments
Total expenditures
Net change in fund balances

Fund balances, beginning of year

Fund balances, end of year

Special Revenue Funds

Victor Valley Economic Mission Blvd
Development Authority Joint Project
Low — Mod Low - Mod
Housing General Housing

$ 125,083 500,372 $ 52,763
19,974 26,737 2,611
145,067 527,109 55,374
27,116 137,667 26,461

- 347,228 -
27,1186 484 895 26,461
117,951 42,214 28,913
346,916 514,976 77,480
$ 464,867 557,190 $ 106,393
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Debt Service

Special Revenue Funds Fund
Bloomington Cedar Glen Cedar Glen Total
Project Cajon Project Project Project Nonmajor

Low-Mod Governmental

General General Housing Debt Service Funds
$ - $ - $ 84,658 % - : $ 762,887
12,259 14,979 38,339 399 115,298
12,259 14,979 122,998 399 878,185
17,778 1,824 554,031 - 764,877
- - - - 347,228
17,778 1,824 554,031 - 1,112,105
{5,519) 13,155 (431,033) 399 (233,920)
188,333 248,396 038,505 - 2,314,606
$ 182,814 % 261,551 $ 507,472 $ 398§ 2,080,686
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To the Governing Board
Redevelopment Agency of the County of San Bernardino

Report on internal Control Over Financiai Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements
Performed In Accordance with Government Auditing Standards

We have audited the financial statements of the governmental activities, each major fund and the
aggregate remaining fund information of the Redevelopment Agency of the County of San Bernardino
(the Agency), a component unit of the County of San Bernardino, as of and for the year ended June
30, 2007 and have issued our report thereon dated October 18, 2007. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the

standards appiicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Internal Control Over Financial Reporting

in planning and performing our audit, we considered the Agency's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions
on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of
the Agency's internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Agency's internal contro! over financial reporting.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, fo prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the Agency ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihcod that a misstatement of the Agency's financial statements that is
more than inconsequential will not be prevented or detected by the Agency's internal control.

MEMBERS

AMERICAN INSTITUTEOF
CERTIFIED PUBLIC ACCOUNTANTS

PCPS THE AIGPA ALLIANCE FORCPAFIRMS

CALIFORNIASQCIETY OF
CERTIFIED PUBLIC ACCOUNTANTS

-33-

VANIRTOWER « 200 NORTH "D* STREET « SUITE 300

SAN BEANARDING, CA 82401

{909) 868-0871 » (908) 824-6736 » FAX (909) 889-5361

Website: www.ramscpa.net



A material weakness is a significant deficiency, or combination of significant deficiencies, that results

in more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the Agency's internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in internal control
that might be significant deficiencies or material weaknesses. We did not identify any deficiencies in
internal control over financial reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the financial statements of the Agency are
free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. Such provisions included those
provisions of laws and regulations identified in the Guidelines for Compliance Audits of California
Redevelopment Agencies, issued by the State Controller and as interpreted in the Suggested Auditing
Procedures for Accomplishing Compliance Audits of California Redevelopment Agencies, issued by the
Governmental Accounting and Auditing Committee of the California Society of Certified Public
Accountants. However, providing an opinion on compliance with those provisions was not an objective
of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no

instances of noncompliance or other matters that are required to be reporied under Government
Auditing Standards.

This report is intended solely for the information and use of the board of directors, management, and

the State Controller and is not intended to be and should not be used by anyone other than these
specified parties.

/1203/4\&‘ @W‘-’Maﬁoy + Seall, LLFP

October 18, 2007
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